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IN THE MATTER OF THE AP P LICATION OF )
UNS  GAS , INC. FOR AP P ROVAL OF P ROP OS ED )
S ALES  AND TRANS P ORTATION )
AGREEMENTS  BETWEEN UNS  GAS  AND )
UNIS OURCE ENERGY DEVELOP MENT )
COMP ANY. )
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UNS Gas , Inc. ("UNS Gas"), through unders igned counse l, he reby applies  for approva l of a

propos e d Inte rruptible  Na tura l Ga s  S a le s  a nd Age ncy Agre e me nt ("S a le s  Agre e me nt") a nd a

propose d Ga s  Tra nsporta tion Agre e me nt ("Tra nsporta tion Agre e me nt") be twe e n UNS  Ga s  a nd

UniS ource  Ene rgy De ve lopme nt Compa ny ("UED"), the  Agre e me nts  a re  a tta che d he re to a s

Exhibits  A a nd B, re s pe ctive ly.1 The  propose d S a le s  a nd Tra nsporta tion Agre e me nts  a re  for

na tura l ga s  s a le s , a nd inte rs ta te  a nd intra s ta te  tra nsporta tion to the  Bla ck Mounta in Ge ne ra ting

S ta tion ("BMGS") loca te d ne a r Kinsma n, AriZona .

1 9 I. B AC KG R O UND.

20

21

UNS  Ga s  is  a  public s e rvice  corpora tion ce rtifica te d to provide  na tura l ga s  s e rvice s  to

cus tome rs  in Moha ve , Ya va pa i, Coconino, Nava jo a nd Sa nta  Cruz Countie s , Arizona , unde r the

22

23

authority granted by the  Arizona  Corpora tion Commiss ion ("Commiss ion").

UED is  a n Arizona  corpora tion a nd a  subs idia ry of UniS ource  Ene rgy Corpora tion. UED

24 is  de ve loping  a nd  will own the  BMGS , a  90-MW s imple  cycle  ga s -fire d  ge ne ra ting  s ta tion

25

26
1

27 Confide ntia l provis ions  ha ve  be e n re da cte d from the  Agre e me nts  a tta che d a s  Exhibits  A
a nd B. Unre da cte d Agre e me nts  will be  provide d to Commis s ion S ta ff upon e xe cution of a
protective  Agreement.

13
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cons is ting of two GE LM6000 PC Sprint ga s  turbines  with inle t chilling and a ssocia ted equipment

and accessories . BMGS will require  na tura l gas , and inte rs ta te  and intras ta te  transporta tion of tha t

gas, in order to opera te  and genera te  e lectricity.

4 11. AG RE E ME NT DE S CRIP TIO NS .
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The  propos e d S a le s  Agre e me nt will comme nce  on the  firs t da y of flowing ga s  to  the

BMGS  a nd will continue  for a  twe nty-ye a r te rm. It is  a nticipa te d tha t te s t ga s  will s ta rt flowing in

Ma rch of 2008. Ga s  pric ing by UNS  Ga s  to UED will be  price d a t the  highe r of the  S a n J ua n

Daily or actua l da ily gas  cos ts .

UNS  G a s  h a s  e n te re d  in to  a  lo n g -te n n  in te rs ta te  tra n s p o rta tio n  a g re e m e n t with

Tra ns we s te m P ipe line  ("TW") on be ha lf of UED in orde r to tra ns port UED's  na tura l ga s  to the

inte rconne ction be twe e n UNS  Ga s  a nd TW. The  a gre e me nt with TW ha s  s e t monthly ca pa city

volumes  and s e t monthly re s e rva tion cha rges . UNS Gas  will invoice  UED for a ll of the  contracted

re s e rva tion cha rge s . If UNS  Ga s  s hould ne e d a dditiona l inte rs ta te  tra ns porta tion ca pa city for its

core  cus tome rs  on the  Tra ns we s te rn  pipe line , a nd UED is  not u tilizing a ll of its  contra c te d

ca pa city, UNS  Ga s  will utilize  the  a va ila ble  ca pa city a nd UED will be  cre dite d for the  a mount

us e d by UNS  Ga s . This  is  a  be ne fit to UNS  Ga s ' core  cus tome rs  in tha t a  s ource  of a dditiona l

inte rs ta te  tra ns porta tion ca pa city is  a va ila ble  without the  core  cus tome rs  ha ving to be a r the

18 s hould  re quire  a dditiona l in te rs ta te

19

a s s ocia te d re s e rva tion cha rge s . C o n ve rs e ly,  if UE D

tra ns porta tion ca pa city a bove  its  contra cte d volume s , UNS  Ga s  will utilize  a ny unus e d inte rs ta te

20

21

22

tra ns porta tion ca pa city re s e rve d for core  cus tome rs  to tra ns port UED's  ga s  a nd invoice  UED for

tha t tra ns porta tion. UNS Ga s  core  cus tome rs  will be ne fit in tha t the  fixe d tra ns porta tion cos ts  for

the  core  cus tomer load will be  reduced.

23

24

25

26

27

The  propos e d Tra ns porta tion Agre e me nt will comme nce  on the  firs t da y of flowing ga s  to

the  BMGS  a nd will continue  for a  twe nty-ye a r te rm. UNS  Ga s  ha s  built a  l6" dis tribution pipe line

from its  inte rconnection with TW to s e rve  the  BMGS, a s  we ll a s  othe r re ta il cus tomers . UNS Gas

will re cove r from UED a pproxima te ly 82% of the  ca pita l cos t of the  dis tribution pipe line  through

a  monthly tra ns porta tion ra te . Be ca us e  the  dis tribution pipe line  ha s  be e n s ize d to me e t the

2
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1 maximum pressure  needs of the  BMGS, core  customers  benefit because  more  capacity is  ava ilable

to serve  core  customer load.2

3 111. C O NC LUS IO N.

4 UNS  Ga s  be lie ve s  it is  in the  public inte re s t to a pprove  the s e  S a le s  a nd Tra ns porta tion

5 Agreements .

WHEREFORE, for a ll of the  forgoing re a s ons , UNS  Ga s  re s pe ctfully re que s ts  tha t the

Commission issue  its  order approving the  proposed Sa les  and Transporta tion Agreements .

RESPECTFULLY SUBMITTED this  18th da y of De ce mbe r 2007.

UNS  GAS , INC.
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12 B y

1 3

Miche lle  Live ngood
One South Church Avenue , Suite  200
Tucson, Arizona  85701

1 4

1 5

1 6

1 7

1 8

and

Micha e l W. Pa tte n
Roshka  DeWu1f & Pa tten PLC
One  Arizona  Cente r
400 East Van Buren Stree t, Suite  800
Phoenix, Arizona  85004

1 9

Origina l and 13 copies  of the  foregoing
filed this  18th day of December 2007 with:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

2 0
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2 2

2 3

2 4

2 5

2 6

2 7

Copy of the  foregoing hand-de live red/mailed
this  18"' day of December 2007 to:

3
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Lyn Fa rme r, Es q.
Chie f Adm inis tra tive  La w J udge
He a ring  Div is ion
Arizona  Corpora tion  Com m is s ion
1200 We s t Wa s hington
P hoe nix,  Arizona  85007

5

6

7

8

9

Chris tophe r C. Ke rnple y
Chie f Couns e l,  Le ga l Divis ion
Arizona  Corpora tion Com m is s ion
1200 We s t Wa s hington
P hoe nix, Arizona  85007

Erne s t G. J ohnson, Esq.
Dire c to r,  Utilitie s  Div is ion
Arizona  Corpora tion  Com m is s ion
1200 We s t Wa s hington
P hoe nix,  Arizona  85007
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INTERRUPTIBLE NATURAL GAS SALES
AND AGENCY AGREEMENT

BETWEEN

UNS GAS, INC.

AND

UNISOURCE ENERGY DEVELOPMENT COMPANY

DECEMBER 11, 2007
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UNS GAS .- UED - INTERRUPTIBLENATURALGAS SAID AND AG ENCY AGREEMENT

INTERRUPTIBLE NATURAL GAS SALES
AND AGENCY AGREEMENT

1. P ARTIES

The Parti s to this Interruptible Natural Gas Sales and Agency Agreement ("Agreement"),
dated , , , , . , . , . , v  8 2007, are UNS GAS, INC. ("UNS Gas"), an Arizona
corporation, and UNISOURCE ENERGY DEVELOPMENT COMPANY ("UED'), an
Arizona corporation. UNS Gas and UED are collectively referred to herein as "Parties" or
singularly as a "Party."

2. RECITALS

UNS Gas is a public service corporation, duly organized and existing under the laws of the
State of Arizona, engaged in the provision of public utility gas service, and

Whereas, UED is the developer and owner of a 90 MW simple cycle gas-fired generating
station located near Kinsman, Arizona and known as the Black Mountain Generating
Station ("BMGS"), which requires natural gas and interstate transportation, as well as
transportation over the UNS Gas distribution system, in order to operate and generate
electricity,

Whereas, UNS Gas and UED current l y  hav e
("Transportation Agreement") in e8°ect,

a  Ga s  Tra ns porta tion Agre e m e nt

Whereas, UNS Gas and UED desire to enter into an Agreement for gas sales service with
terms and conditions as subsequently described.

Now therefore, the Parties agree as follows:

3. DEFINITIONS

Arizona Corporation Commission: The regulatory authority of the State of Arizona having
jurisdiction over public service corporations.

Receipt Point: The
UNS Gas receives UED's  gas for the account of UED.

interconnection between UNS Gas and the upstream pipeline where

Rules and Regulations: The standard Rules and Regulations of UNS Gas that apply to gas
service furnished by UNS Gas to its customers, as on file with the ACC, which may change
from time to time.

Lost and Unaccounted for Gas Percentage or "L&U": The L&U percentage is determined
by the difference between volumes received at all UNS Gas Receipt Points and the volumes
delivered to all UNS Gas Delivery Points on its gas pipeline system.

CONFIDENTIAL loft! DE<'FmrsrR I I, 2007



UNS GAS - UED - INTERRUPFIBLE NA'rURAL GAS SALES AND AG ENC'Y Ac REEMENT

4. TERM

4.1 Term andEffective Date

The term of this Agreement ("Terln") shall commence on the first day of flowing gas to
BMGS, and continue for a term of twenty (20) years. If a notice to terminate pursuant to
Section 4.3 has been made, in no event shall the Agreement be terminated before the last
purchase date set forth in any Exhibit A to this Agreement.

4.2 Extension of Term

If UED desires to extend the term of this Agreement after the initial term, UED will provide
written notice thereof to UNS Gas at least 180 days prior to the expiration of such term and
die Parties will negotiate in good faith to amend this Agreement as necessary to facilitate
extension for another term.

4.3 Termination

Subject to UED's right to extend as set forth in Section 4.2, in the event that either Party at
the end of the initial or any extended term desires to tenninate this Agreement, it may do so
by giving the other Party not less than one-hundred eighty (I80) days advance written notice
prior to the effective date of termination.

5. EFFECT OF GOVERNMENTAL MANDATES

5.1 Effect of Governmental Mandates

Should the Federal Energy Regulatory Commission ("FERC"), the ACC or any other
regulatory or successor governmental agency having jurisdiction, impose by rule, order or
regulation any terms or conditions upon or related to this Agreement that are materially
disadvantageous to one or both of the Parties and substantially deprive one or both of the
Parties of the benefits of this Agreement, then the Parties will negotiate in good faith to
amend the Agreement so as to preserve, to the greatest extent practicable, each Party's
respective economic expectation. If the amendment requires ACC approval, UNS Gas will
expeditiously tile the amendment with the ACC for its approval. If these negotiations are
unsuccessful, then either Party upon written notification to the other Party, may terminate
this Agreement, subject to the satisfaction of any obligations(s) which have accrued before
the date of termination, including monies owed or gas supplies in transit.

Governmental mandates that result in additional costs to UNS Gas will immediately be
passed on to UED

Zofll DECEMBER lI_2007
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UNS GAS .- UED INTERRUPTIBLE NATURAL GAS SALES AND AGENCY AGREEMENT

6. S ALES  QUANTITY OF GAS

6.1 Quantity

UNS Gas will supply natural gas to UED at the Receipt Point as specified in Exhibit A to the
Transportation Agreement. Upon request by UNS Gas, UED will submit its best estimates
of the daily, monthly and annual volumes of gas it will need.

The gas  delivered under this  Agreement shall be  the  quantity as  metered by UNS Gas  for
transporta tion to UED's  De live ry Point tha t is  specified in Exhibit A of the  Transporta tion
Agreement. Such quantities  shall be  adjus ted to reflect UNS' Gas  L&U in accordance with
the Transportation Agreement.

6.2 Qu ality

The  gas  de live red by UNS Gas  pursuant to this  Agreement sha ll comply with the  qua lity
provis ions  of the upstream pipeline as  set forth in its  respective tariff on file  with the Federal
Energy Regulatory Commiss ion ("FERC").

The gas  supply to be delivered by UNS Gas under this  Agreement is  interruptible.

6.3 Agency

UNS Gas shall act as UED's agent for the limited purpose of scheduling and balancing the
natural gas delivered to UED's facilities under the Transportation Agreement. UED must
communicate to UNS Gas in a timely manner if there are any anticipated or unplanned
changes in its natural gas requirements to serve its facilities under the Transportation
Agreement. If UED fails to inform UNS Gas of such changes, UED will pay any resulting
penalties.

7. TITLE

Title to all gas  shall pass  f]'om UNS Gas to UED at the Receipt Point.

8. GAS PRICING

3ofll DFCEMBFR 11,2007 i



l

UNS GAS - UED - INTERRUPrlraLE NATURAL GAS SALES AND AGENC'V AGREEMENT

9. OTHE R COS TS
I

If any additional costs are incurred by UNS Gas as a result of UED's actions or failure to act
in connection with the purchase and sale of gas hereunder, then UED shall pay such costs.

10. BILLING AND PAYMENTS

10.1 Statement and Payment

UNS Gas shall prov ide UED with a bil l ing statement showing the volumes in terms
delivered to the Receipt Point during the preceding month. Payment by UED to UNS Gas
shall be due within twenty (20) days of the billing. Amounts not paid on or before the due
date shall be payable with interest accruing at the rate ozone and one-halfpercent (l.5%) per
month. In the event that a portion of any bill is in dispute, the undisputed amount shall be

4 of l I DECEMBER xl,2oo7
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UNS GAS .- UED ._ INTERRUPTIBLE NATURAL GAS SALES AND AGENCY AGREEMENT

pa id when due , and the  rema inde r, if any, sha ll be  pa id upon de te rmina tion of the  dispute ,
with inte rest accruing a t the  ra te  of one  and one-ha lf percent (1.5%) per month from the  due
date  of the  payment.

10.2 Creditworthiness and Financial Assurance

Each Party shall reasonably satisfy the credit requirements of the other Party and will
provide to the other Party periodically during the Term, if  requested in writing, such
financial or other information as may be necessary for such other Party to conduct a credit
review. When reasonable grounds for insecurity of payment or performance by a Party
arise, the other Party may demand assurance of performance. Such assurances may include,
but are not limited to, a prepayment, a standby letter of credit, a perfonnance bond or a
parent guaranty, each in form and substance reasonably satisfactory to the Party requiring
the same.

11. FORCE MAJEURE

If any Party is prevented in whole or in part from performing its obligations under this
Agreement by "uncontrollable forces" during the course of such event or cause, the Party so
prevented shall be excused firm whatever performance is affected by such event or cause,
provided that such Party provides prompt written notice to the other Party of such condition.

The term "uncontrollable force" is defined as any cause beyond the control of the Party
affected, including but not restricted to failure of or threat of failure of facilities, flood,
drought, earthquake, storm, tire, lightning, epidemic, war, terrorism, riot, civil disturbance or
disobedience, labor dispute, labor or material shortage, sabotage, restraint by court order or
public authority, and action or non-action by or failure to obtain the necessary authorization
or approvals from any governmental agency or authority which by exercise of due diligence
or reasonable care such Party could not have avoided. No Party shall, however, be relieved
of liability for failure of performance if such failure is due to causes arising out of its own
negligence or willful misconduct or due to removable or remediable causes that it fails to
remove or remedy within a reasonable time period. Nothing contained herein shall be
construed to require a Party to settle any strike or labor dispute in which it may be involved.

In no event shall the inability to make payment or the unavailability of funds be considered
an event of uncontrollable forces or force majeure.

12. HOLD HARMLESS PROVISIUN

12.1 UniSource Energy Development Company

UED shall be indemnify and hold harmless UNS Gas from, and against any claims for
damage or injury to third persons or the property of third persons arising in any way out of
the negligence or willful misconduct of UED in the construction, operation and maintenance
ofBMGS or the performance by UED of its obligations under this Agreement.

5 oflI DWEMBER I l. 2007



UNS GAS .- UED - INTERRUPTIBLE NATURAL GAS SALES AND AGENCY AGREEMENT

12.2 UNS  Ga s , Inc.

UNS Gas shall indemnify and hold harmless UED from, and against any claims for damage
or injury to third persons or the property of third persons arising in any way out of the
negligence or willful misconduct of UNS Gas in the construction, operation and maintenance
of any facilities of UNS Gas contemplated by this Agreement, or the performance by UNS
Gas of its obligations under this Agreement.

13. ASSIGNMENT

13.1 Right to Assign

This Agreement and the Parties' interests hereunder shall not be assignable or transferable
by any Party without the prior written consent of the other Party, which consent will not be
unreasonably withheld. No consent shall be required in the event of (a) a transfer by either
Party to any company that shall succeed by purchase, merger or consolidation or (b) other
transfer of substantially all of such Party's assets or (c) a transfer by UED or UNS Gas to a
wholly owned subsidiary or to any other affiliate, or (d) any assignment to any lender as
collateral security for UED's obligations under any financing documents UED may enter
into with such lenders. UNSG acknowledges that upon an event of default by UED under
any f inancing documents relating to BMGS, any of the lenders may (but shall not be
obligated to) assume, or cause its designee or a new lessee or purchaser of BMGS to assume,
all of the interests, rights and obligations of UED thereafter arising under this Agreement. In
the event that the rights and interests of UED in this Agreement and BMGS are assumed,
sold or transferred as hereinbefore provided, and the assuming party agrees in writing to be
bound by and to assume, the terms and conditions hereof] UED shall be released from any
liability hereunder. Notwithstanding any such assumption by any of the lenders or a
designee thereof; UED shall not be released and discharged from and shall remain liable for
any and all obligations to UNS Gas arising or accruing hereunder prior to such assumption.
The provisions of this Section 13.1 are for the benefit of the lenders as well as the Parties
hereto, and shall be enforceable by the lenders as express third-party beneficiaries hereof
UNS Gas hereby agrees that none of the lenders shall be obligated to perfonn any obligation
or be deemed to incur any liability or obligation provided in this Agreement on the part of
UED or shall have any obligation or liability to UNS Gas with respect to this Agreement
except to the extent any of them become a party hereto pursuant to this Section 13.1 or
Section 13.2 provided that the transferee agrees in writing to be bound by the terns of this
Agreement. In the event of a transfer under clau.se (c), the transferor shall be released from
liability under this Agreement if the transferee agrees in writing to be bound by the terms of
this Agreement and the non-transferring Party is reasonably satisfied that the transferee is at
least as creditworthy as the transferor.

13.2 Financing Liens

Each of UNS Gas and UED may, without the approval of any Party, grant one or more
mortgages (including one or more deeds of trust or indentures) on or security interests in its
interest under this Agreement for the purposes of financing the construction, ownership

6ofll DECEMBER I I, 2007
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UNS GAS .- UED - iNTERIZUP"rlBLE NA'rURAL GAS SALES AND AG ENCY AGREEMENT

and/or operation of BMGS, or if otherwise requ.ired to do so under the terms of a mortgage
or indenture to which it is or becomes a party in connection with the general financing of its
assets or operations.

13.3 Binding Effect

In the  event of assignment of this  Agreement as  he re in provided, the  te rns and conditions of
this  Agre e me nt sha ll be  binding upon the  a ss igne e s  he re of This  Agre e me nt sha ll a lso be
binding upon the  respective  Partie s , and the ir successors  in the  name or entity, on and a fte r
the  effective  date  hereof

14 . INTERPRETATION

1 4 .1 Prior Negotiation

This Agreement constitutes the entire understanding and commitment of the Parties hereto
and shall supersede all prior offers, negotiations and agreements, relative to service under
this or any other rate schedule(s).

14.2 Descriptive Headings

All descriptive heading contained in this Agreement are intended only as guideline to the
content hereof and shall not be binding with respect to the interpretation of any provision of
this Agreement.

14.3 Conflicts

To the extent of any inconsistency between the provisions of this Agreement and any
schedule, rider or exhibit incorporated in this Agreement by reference or otherwise, or any of
UNS Gas' Rules and Regulations, the provisions of this Agreement shall control.

15. REMEDIES

15.1 Bre a c h

Subject to Section 10.2 with respect to payment defaults, in the event of breach of any term
or obligation of this Agreement by any Party that remains uncured within a reasonable
period of time following notice of such breach, the non-defaulting Party shall have the right
to terminate the Agreement or take any other action or seek any other remedy available in
law or equity.

15.2 Dispute Resolution

In the event of a dispute under this Agreement, the Parties involved in this dispute will Hrst
seek to resolve the dispute through discussions between UNS Gas' representative and the
appropriate UED representative. If the Parties' representatives are unable to resolve the
dispute within thirty (30) calendar days, or longer if the Parties mutually agree, the matter
will be submitted for resolution to the Parties' authorized representatives who have authority

7 ofll D1 c'I=mtxER I I, 2007



UNS GAS - UED ... INTER1<UPTIBLE NATURAL GAS SALES AND AGENCY AGREEMENT

to a ct on be ha lf of the ir re s pe ctive  compa nie s  with re s pe ct to the  s ubje ct ma tte r of the
dispute .

If such authorized representatives are unable to resolve the dispute within thirty (30)
calendar days after their initial meeting or conference (or within such longer time as may be
mutually agreed upon by the respective representatives), the Parties may pursue any
remedies available to them at law, in equity or under this Agreement to resolve the dispute,
including alternate dispute resolution processes.

15.3 Limitation of Remedies

In no event shall either Party be liable for indirect, special, incidental, consequential or
punitive damages of any kind, including without limitation, lost profits whether in contract,
tort or strict liability.

1 5 . 4  Wa iv e r

Fa ilure  or de lay on the  pa rt of any P a rty to exe rcise  any right, power or privilege  he reunder
sha ll not opera te  as a  waiver thereof

16. GOVERNING LAW

This  Agreement sha ll be  inte rpre ted, governed by and construed under the  laws of the  S ta te
of Arizona , without rega rd to the  conflict of laws provis ion the reof

All ma tte rs  not s tipula ted in this  Agreement sha ll be  gove rned by the  te rms and conditions
for se rvice , a s  identified within UNS  Gas ' Rule s  and Regula tions , which a re  on file  with the
ACC and which may be  modified from time  to time .

17 . NO THIRD PARTY RIGHTS

Except as otherwise specifically provided in Section 13 of this Agreement, the Parties do not
intend to create any duty, covenant, obligation or undertaking to or to create any rights in or
to grant any remedies to any third party as a beneficiary of this Agreement or of any of the
rights and obligations established hereunder.

18. AMENDMENT AND MODIFICATION

No amendment or modification of this Agreement shall be valid and binding unless made in
writing and signed by the Parties.

19. SEVERABILITY

In the event any provision or portion of a provision of this Agreement is invalid and/or
unenforceable under present or iiiture laws, or is declared void, invalid and/or unenforceable
by a court of competent jurisdiction or an authorized governing entity, such provision or
portion shall be deemed severed 'Nom this Agreement. which shall otherwise remain in till
force and effect.
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20. NOTICE

For purposes of any notification contemplated.to be given by or to either Party under this
Agreement, the following shall constitute the appropriate address for delivery of such notice:

To UNS  Gas:
Theresa  Mead
Lead Ana lyst, P ipe line  System P lanning
p. o. Box 71 1, SC1 15
3950 E. Irvington Rd.
Tucson, Arizona  85702

Ga ry A. S mith
Vice  P resident & Genera l Manager
2901 West S hamre ll Blvd.
S uite  110
Fla gs ta ff; Arizona  86001

To UniSource Energy Development Company:
Thomas A. McKenna
Vice President
4350 E. Irvington Rd.
Tucson, Arizona 85714

Secretary and Legal Counsel
c/o UniSource Energy Corporation
1 South Church Avenue, Suite 100
Tucson, Arizona 85701

The Parties indicate their understanding of and agreement to all of the above Reims and conditions
by signing where designated below.

By:

UNS  GAS , INC.

Na me : DGvid G. Hutchins
Vice President

Title :

Date: I7~'lZ-c>'Z42.
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OPMENT COMPANY

By:

Name:

Title :

unls o E w

7 /
We ;

/62Date:

(((:¢ .-»--*

/Z I/°,(/49/J4
IéS/54117
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UNS GAS, INC.

AND

UNIS OURCE ENERGY DEVELOP MENT COMP ANY

TRANSPORTATION OF CUSTOMER-SECURED NATURAL GAS

December ll, 2007 I
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UNS GAS - UED GAS TRANSPORTATION AGREEMENT

GAS TRANSPORTATION AGREEMENT

1 . PARTIES

Pa  Les to this Ga s Tra nsporta tion Agreement ("Agre e m e nt"), dated
_ 4 5 " 2007, a re  UNS  GAS , INC. ("UNS  Ga s "), a n Arizona  corpora tion,

a n d  UNIS O UR C E  E NE R G Y DE VE LO P ME NT C O MP ANY ("UE D' ) ,  a n  Ar iz o n a
corpora tion. UNS  G a s  a nd  UED a re  co lle c tive ly re fe rre d  to  he re in  a s  "P a rtie s " o r
s ingula rly a s  a  "P a rty."

2. R E C IT ALS

Wherea s , UNS  Gas  is  a  public se rvice  corpora tion, duly organized and exis ting unde r the
laws of the  S ta te  of Arizona , engaged in the  provis ion of public utility ga s  se rvice , and

Whe re a s , UED is  the  de ve lope r a nd owne r of a  90 MW s imple  cycle  ga s -tire d ge ne ra ting
s ta tion loca te d ne a r Kins m a n, Arizona  a nd known a s  the  Bla ck Mounta in Ge ne ra ting
S ta tion ("BMGS "), which re quire s  the  tra ns porta tion of na tura l ga s  ove r the  UNS  Ga s
dis tribution sys tem in orde r to ope ra te  and gene ra te  e lectricity,

Whereas, UNS Gas has constructed and will own and operate the intrastate pipeline,
metering, control and interconnection facilities ("Pipeline") between BMGS and the
interstate natural gas pipeline owned by Transwestern Pipeline Company
("Transwestem").

Whereas, this Agreement is for intrastate gas transportation service to be provided to
BMGS located in MohaveCounty, and

Whereas, UNS Gas and UED desire to enter into an Agreement with terms and
conditions as subsequently described and in accordance with UNS Gas' Rules and
Regulations, on file with the Arizona Corporation Commission ("ACC") and as may be
modified from time to time,

Now therefore, the Parties agree as follows:

3. DE F INIT IO NS

Arizona Corporation Commission: The regulatory authority of the State of Arizona
having jurisdiction over public service corporations.

Delivery Point: Point of delivery for all gas delivered to UED at the point of
interconnection between the facilities of UNS Gas and those of UED.

De ka the rm  or "DTH": Te n (10) te rm s  or 1 ,000,000 BTU

CONFIDENTIAL l O F t DECEMrSER I 1,2007
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Lost and Unaccounted for Gas Percentage or "L&U": This percentage is determined by
the difference between volumes received at all UNS Gas Receipt Points and the volumes
delivered to all UNS Gas Delivery Points on its gas pipeline system.

Ma ximum Da ilv Qua ntity or "MDQ": The  ma ximum a mount of na tura l ga s  UNS Ga s
agrees to receive  firm UED or UED's agent a t the  Receipt Point on a  daily basis .

Pavement in Kind: Payment in the form of commodity gas delivered to the Receipt Point,
rather than cash, to cover that volume of lost and unaccounted for gas requirements of
UNS Gas for the delivery of gas under this Agreement.

Receipt Point: The interconnection between UNS Gas and the upstream pipeline where
UNS Gas receives UED's gas for the account of UED.

Rule s  a nd Re gula tions: The  s ta nda rd Rule s  a nd Re gula tions  of UNS  Ga s  tha t a pply to
ga s  s e rvice  furnishe d by UNS  Ga s  to its  cus tome rs , a s  on file  with the  ACC, which ma y
cha nge  from time  to time .

4. TE R M

4.1 Term and Effective Date

The  te rm of this  Agreement ("Term") sha ll commence  on the  firs t day of flowing gas  to
BMGS, and continue for a  term of twenty (20) years.

4.2 Extension of Term

If UED desires to extend the term of this Agreement after the initial Term, UED will
provide written notice thereof to UNS Gas at least 180 days prior to the expiration of
such term and the Parties will negotiate in good faith to amend this Agreement as
necessary to facilitate extension for another term. The methodology utilized to establish
the monthly transportation rate for any extended term will be the same as that set forth in
Exhibit C, based upon the net investment required to serve BMGS. If and to the extent
that UNS Gas reasonably believes that additional investment is required to be made in
order to serve BMGS during the Term (including any renewal term) of this Agreement, it
will provide reasonable notice to UED and opportunity to discuss and comment on such
proposed investment.

4.3 Termination

Subject to UED's right to extend as set forth in Section 4.2, in the event that either Party
at the end of the initial or any extended term desires to terminate this Agreement, it may
do so by giving the other Party not less than one-hundred eighty (180) days advance
written notice prior to the effective date of termination.
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5. TRANSPORTATION

5.1 Receipt Point

Subject to the terms, conditions and limitations set forth in this Agreement, UNS Gas
agrees to receive from UED, for UED's use, up to the MDQ of natural gas set forth in
Exhibit A, adjusted for applicable lost and unaccounted for gas percentage, UNS Gas
will receive this natural gas for transportation at the Receipt Point set forth in Exhibit A.

5.2 De live ry P o in t

At UED's  re que s t,  UNS  Ga s  s ha ll tra ns port the  e quiva le nt qua ntity of ga s  through its
p ipe line  s ys te m ,  a nd  de live r the  e qu iva le n t qua n tity o f ga s  to  UE D fo r UE D a t the
De live ry P oin t,  de live ry pre s s ure s ,  a s s um e d a tm os phe ric  pre s s ure s ,  a nd  m a xim um
qua ntitie s  pe r da y a s  de scribe d in Exhibit A. UNS  Ga s  sha ll not be  obliga te d to re ce ive
and/or transport quantitie s  of ga s  in excess  of the MDQ .

5.3 Firm Service

Tra nsporta tion se rvice  is  firm a nd uninte nuptible  e xce pt for the  following:

a. Curtailment in accordance with the UNS Gas' curtailment priority procedures as
set forth in the Rules and Regulations,

b. When UNS Gas determines it has insufficient capacity on its system or from its
upstream pipeline and such insufficiency is not directly attributable to UNS Gas
knowingly taking action that created the insufficiency (other than in the event of
an emergency, uncontrollable force or other similar circumstance), or

c. UED's gas supply to UNS Gas is insufficient to meet its requirement.

6. OPERATING PROCEDURE s

6.1 Title  to  Ga s

By executing this Agreement, UED is certifying that UED or UED's agent has or will
have title to the gas to be delivered to UNS Gas for transportation and has entered into or
will enter into those arrangements necessary to assure all upstream transportation will be
in place prior to the commencement of service under this Agreement.

6.2 Telemetry

Telemetering facilities on each meter will be installed by UNS Gas at UED's expense.
UED shall provide a dedicated telephone line for UNS Gas' use in communicating with
the telemetering facilities and will pay any and all costs associated with that phone line.
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7. PRICES AND CHARGES

I
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8. BILLING AND PAYMENTS

8.1 P a ym e n t

UNS  Ga s  s ha ll de live r a  billing s ta te me nt to  UED on or be fore  the  te nth da y of e a ch
m o n th  fo llo win g  th e  m o n th  in  wh ic h  UE D ta ke s  g a s  d e live rie s  fro m  UNS  Ga s  in
a ccorda nce  with this  Agre e me nt. All bills  for s e rvice s  he re unde r s ha ll be come  due  a nd
pa ya ble  in good funds  by UED a s  a pplica ble , within twe nty (20) ca le nda r da ys  a fte r the
da te  on which the  s ta te me nt is  re ce ive d by UED. Amounts  not pa id on or be fore  the  due
da te  s ha ll be  pa ya ble  with inte re s t a ccruing da ily a t the  ra te  of one  a nd one -ha lf pe rce nt
(l .5%) pe r month. The  firs t billing s ta te me nt s ha ll be  de live re d by UNS  Ga s  on or be fore
the  te nth da y following the  month in which UED initia te s  de live ry of ga s  by UNS  Ga s .

8.2 Creditworthiness and Financial Assurance

Each Party shall reasonably satisfy the credit requirements of the other Party and will
prov ide to the other Party periodically during the Term, if  requested in writing, such
financial or other information as may be necessary for such other Party to conduct a
credit review. When reasonable grounds for insecurity of payment or performance by a
Party arise, the other Party may demand assurance of performance. Such assurances may
include, but are not limited to, a prepayment, a standby letter of credit, a performance
bond or a parent guaranty, each in form and substance reasonably satisfactory to the Party
requiring the same.

9. REGULATORY REQUIREMENTS

9.1 Arizona Corporation Commission

This Agreement is subject to the prior approval of the ACC. If the ACC does not
approve this Agreement as written or otherwise to the satisfaction of the parties, it will be
void and of no further force and effect. After the ACC has approved this Agreement,
neither Party will apply to the ACC to alter the rates set forth in this Agreement unless
mutually agreed.
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9.2 Other Authorities

This Agreement, and the respective obligations of the Parties hereunder, are subject to all
valid laws, orders, rules and regulations of duly constituted authorities have jurisdiction
over the subject matter of this Agreement.

9.3 Effect of Regulatory Mandates

Should the Federal Energy Regulatory Commission ("FERC"), the ACC or any other
regulatory or successor governmental agency having jurisdiction, impose by rule, order
or regulat ion any terms or condi t ions upon or related to this Agreement that are
materially disadvantageous to one or both of the Parties and substantially deprive one or
both of the Parties of the benefits of this Agreement, then the Parties will negotiate in
good faith to amend the Agreement so as to preserve, to the greatest extent practicable,
each Party's respective economic expectation. If the amendment requires ACC approval,
UNS Gas will expeditiously file the amendment with the ACC for its approval. If these
negotiations are unsuccessful, then either Party upon written notif ication to the other
Party, may terminate this Agreement, subject to the satisfaction of any obligations(s)
which have accrued before the date of  termination, including monies owed or gas
supplies in transit.

10. FORCE MAJ EURE

10.1 In a b ility to  P e rfo rm

If a ny P a rty is  pre ve nte d in whole  or in pa rt from  pe rform ing its  obliga tions  unde r this
Agre e me nt by "uncontrolla ble  force s" during the  course  of such e ve nt or ca use , the  P a rty
so pre ve nte d sha ll be  e xcuse d from wha te ve r pe rforma nce  is  a ffe cte d by such e ve nt or
ca use , provide d tha t such P a rty provide s  prompt writte n notice  to the  othe r P a rty of such
condition.

The term "uncontrollable force" is defined as any cause beyond the control of the Party
affected, including but not restricted to failure 011 or threat of failure of; facilities, flood,
drought, earthquake, storm, f i re,  l ightning,  epidemic,  war,  terror ism,  r iot ,  c iv i l
disturbance or disobedience, labor dispute, labor or material shortage, sabotage, restraint
by court order or public authority, and action or non~action by or failure to obtain the
necessary authorization or approvals from any governmental agency or authority which
by exercise of due diligence or reasonable care such Party could not have avoided. No
Party shall, however, be relieved of liability for failure of performance if such failure be
due to causes arising out of its own negligence or willful misconduct or due to removable
or remediable causes which it fails to remove or remedy within a reasonable time period.
Nothing contained herein shall be construed to require a Party to settle any strike or labor
dispute in which it may be involved.

However, in no event shall the inability to make payment or the unavailability offends be
considered an event of uncontrollable forces or force majeure.
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10.2 Duty of Reasonable Diligence

When any delay or suspension of obligations exists as the result of an uncontrollable
force, the Party claiming the delay or suspension shall proceed with reasonable diligence
to remedy the condit ions causing same and proceed with the performance of  i ts
obligations under this Agreement at the earliest practicable date.

11. HOLD HARMLESS PROVISION

11.1 UniSource Energy Development Company

UED shall indemnify and hold harmless UNS Gas from and against any claims for
damage or injury to third persons or the property of third persons arising in any way out
of the negligence or willful misconduct of UED in the construction, operation and
maintenance of BMGS or  the performance by UED of its  obligations under  this
Agreement.

11.2 UNS  Ga s

UNS Gas shall indemnify and hold harmless UED from and against any claims for
damage or injury to third persons or the property of third persons arising in any way out
of the negligence or willful misconduct of UNS Gas in the construction, operation and
maintenance of  any faci l i t ies of  UNS Gas contemplated by this Agreement or the
performance by UNS Gas omits obligations under this Agreement

12. ASSIGNMENT

12 .1 Right to Assign

I

This Agreement and the Part ies' interests hereunder shal l  not be assignable or
transferable by any Party without the prior written consent of the other Party, which
consent will not be unreasonably withheld. NO consent shall be required in the event of
(a) a transfer by either Party to any company that shall succeed by purchase, merger or
consolidation or (b) other transfer of substantially all of such Party's assets or (c) a
transfer by UED or UNS Gas to a wholly owned subsidiary or to any other affiliate, or (d)
any assignment to any lender as collateral security for UED's obligations under any
financing documents UED may enter into with such lenders. UNSG acknowledges that
upon an event of default by UED under any financing documents relating to BMGS, any
of the lenders may (but shall not be obligated to) assume, or cause its designee or a new
lessee or purchaser of BMGS to assume, all of the interests, rights and obligations of
UED thereafter arising under this Agreement. In the event that the rights and interests of
UED in this Agreement and the BMGS are assumed, sold or transferred as hereinbefore
provided, and the assuming party agrees in writing to be bound by and to assume, the
terms and condit ions hereof ; UED shal l  be released f rom any l iabi l i ty hereunder.
Notwithstanding any such assumption by any of the lenders or a designee thereof, UED
shal l  not be released and discharged l ion and shal l  remain l iable for any and al l

I
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obligations to UNS Gas arising or accruing hereunder prior to such assumption. The
provisions of this Section 12.1 are for the benefit of the lenders as well as the Parties
hereto, and shall be enforceable by the lenders as express third-party beneficiaries hereof
UNS Gas hereby agrees that none of the lenders shall be obligated to perform any
obligation or be deemed to incur any liability or obligation provided in this Agreement on
the part of UED or shall have any obligation or liability to UNS Gas with respect to this
Agreement except to the extent any of them become a party hereto pursuant to this
Section 12.1 or Section 12.2 provided that the transferee agrees in writing to be bound by
the terms of this Agreement. In the event of a transfer under clause (c), the transferor
shall be released from liability under this Agreement if the transferee agrees in writing to
be bound by the terms of this Agreement and the non-transferring Party is reasonably
satisfied that the transferee is at least as creditworthy as the transferor.

12.2 Financing Liens

Each of UNS Gas and UED may, without the approval of any Party, grant one or more
mortgages (including one or more deeds of trust or indentures) on or security interests in
its interest under this Agreement for the purposes of financing the construction,
ownership and/or operation of BMGS, or if otherwise required to do so under the terms
of a mortgage or indenture to which it is or becomes a party in connection with the
general financing of its assets or operations.

12.3 Binding Effect

In the  event of a ss ignment of this  Agreement a s  he re in provided, the  te rms and conditions
of this  Agre e me nt sha ll be  binding upon the  a s s igne e s  he re of This  Agre e me nt sha ll a lso
be  binding upon the  re spe ctive  P a rtie s , a nd the ir succe ssors  in the  na me  or e ntity, on a nd
a fte r the  e ffective  da te  he reof.

13. INTERPRETATION

13 .1 P rio r Ag re e m e n ts

This  Agre e m e nt cons titu te s  the  e ntire  unde rs ta nding of the  P a rtie s  he re to  a nd s ha ll
supe rsede  a ll prior offe rs , negotia tions  and agreements .

13.2 Descriptive Headings

All descriptive heading contained in this Agreement are intended only as guideline to the
content hereof and shall not be binding with respect to the interpretation of any provision
of this Agreement.

13.3 Co n flic ts

To the extent of any inconsistency between the provisions of this Agreement and any
schedule, rider or exhibit incorporated in this Agreement by reference or otherwise, or
any of UNS Gas' Rules and Regulations, the provisions of this Agreement shall control.
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14. RE ME DIE S

14.1 Bre a ch

Subject to Section 8.2 with respect to payment defaults, in the event of a breach of any
term or obligation of this Agreement by any Party that remains uncured within a
reasonable period of time following notice of such breach, the non-defaulting Party shall
have the right to terminate the Agreement or take any other action or seek any other
remedy available in law or equity.

14.2 Dispute Resolution

In the event of a dispute under this Agreement, the parties involved in this dispute will
first seek to resolve the dispute through discussions between UNS Gas' representative
and the appropriate UED representative. If the parties' representatives are unable to
resolve the dispute within thirty (30) calendar days or longer if the parties mutually agree,
the matter will be submitted for resolution to the Parties' representatives that have
authority to act on behalf of their respective companies with respect to the subject matter
of the dispute.

If such representatives are unable to resolve the dispute within thirty (30) calendar days
after their initial meeting or conference (or within such longer time as may be mutually
agreed upon by the respective officers), the parties may pursue any remedies available to
them at law, in equity or under this Agreement to resolve the dispute, including alternate
dispute resolution processes.

14.3 Limitation ofRemedies

In no e ve nt sha ll e ithe r P a rty be  lia ble  for indire ct, spe cia l, incide nta l, conse que ntia l, or
pun itive  da m a ge s  o f a ny kind ,  inc lud ing  withou t lim ita tion ,  lo s t p ro fits  whe the r in
contra ct, tort or s trict lia bility.

14.4 Waive r

Failure or delay on the part of any Party to exercise any right, power or privilege
hereunder shall not operate as a waiver thereof

15. GOVERNING LAW

This Agreement shall be interpreted, governed by and construed under the laws of the
State of Arizona, without regard to the conflict Of laws provision thereof.

AH matters not stipulated in this Agreement shall be governed by the Rules and
Regulations for service that are on Tile with the ACC and which may be modified from
time to time.

I
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16. NO THIRD PARTY RIGHTS

Except as otherwise specifically provided in Section 12 of this Agreement, the Parties do
not intend to create any duty, covenant, obligation or undertaking to or to create any
rights in or to grant any remedies to any third party as a beneficiary of this Agreement or
of any of the rights and obligations established hereunder.

17. AMENDMENT AND MODIFICATION

No amendment or modification of this Agreement shall be valid and binding unless made
in writing and signed by the Parties.

18. SEVERABILITY

In the event any provision or portion of a provision of this Agreement is invalid and/or
unenforceable under present or fuMe laws, or is declared void, invalid and/or
unenforceable by a court of competent jurisdiction or an authorized governing entity,
such provision or portion shall be deemed severed from this Agreement which shall
otherwise remain in full force and effect.

19. NOTICE

For purposes of any notification contemplated to be given by or to either Party under this
Agreement, the following shall constitute the appropriate address for delivery of such
notice:

To UNS Gas:
Theresa Mead
Lead Analyst, Pipeline System Planning
p. o. Box 71 1, sci 15
Tucson, Arizona 85702

Gary A. Smith
Vice President & General Manager
2901 West Shamrell Blvd.
Suite 110
Flagstaffs Arizona 8600 l

To UniSource Energy Development Company:
Thomas A. McKenna
Vice President
4350 E. Irvington Rd.
Tucson, Arizona 85714
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Secretary and Legal Counsel
c/o UniSource Energy Corporation
1 South Church Avenue, Suite 100
Tucson, Arizona 85701

The Parties indicate their understanding of  and agreement to al l  of  the above terms and
conditions by signing where designated below.

UNS  GAs , INC.

By:

Name:

Title :

Date :

-David G. Hufchens
Vice Presfdenf

;7_ --/Z ~<i> 7~

By:

Name:

Title :

Date :

UNISOUc1C E NE RG >l9VELOPMENT COMPANY

-8 fra 44.
IA447» 4. 1/

Wee M69 mud
/9 /3/, 7
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EXHIBIT A

RECEIPT POINT, DELIVERY POINT, PRESSUES AND QUANTITIES

Receipt Point(s)
Delivery
Point(s)

Delivery
Pressure

Atmospheric
Pressure

Maximum
Daily Quantity

Transwestern
POI No. 78646

UNS  Ga s
Me te r S ta tion
6018 I92

600 psi;
dependent
upon TW line
pressure

13 .1  ps i 38,400 Dth
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